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KEY ECONOMIC INDICATORS 


All values as stated. Average official exchange rate in 
1979 was US$1=5.4 Czechoslovak 
crowns (Kcs);.1978, $1=5.4 Kes; 
1977, $1=5.67 Kes 


Item Physical Unit 
or Value 1978 1979 


INCOME, PRODUCTION, EMPLOYMENT 
National Income billion Kcs 409.6 426.3 437.8 


Per Capita (NI) Kes 272 284 287 
Capital Investment billion Kcs 139.8 147.4 149.8 
Avg. Wage 
except agri.) monthly Kes 2,517 2,620 2,697 
Labor Force mil. workers 7.2 Fens 7.27 


BASIC INDUSTRIAL OUTPUT : 
Electricity mil. kWh 66,501 69,019 68,000 
Crude steel 1,000 t 15,064 15,294 14,800 
Plastics (PVC, 
polyethylene,etc.) 1,000 t 738.7 809.7 850.2 
Chemical fibers 1,000 t 152.7 163.4 170.8 
Private 

automobiles units 158,987 175 .*385 180,930 
Cement 1,000 t 9,749 10,203 10,375 
Paper and cardboard 1,000 t 856.6 864.4 866.9 


FOREIGN TRADE (Czechoslovak data) 
Imports: 
Total mil. Kes 63,300 68,074 75,766 
Socialist 
countries mil. Kes 44,400 48,949 53,795 
Non-socialist 
countries mil. Kes 18,900 19,125 21,994 
Exports: 
Total mil. Kes 58,100 63,712 70,161 
Socialist 
countries mil. Kes 42,200 46,903 50,731 
Non-socialist 
countries mil. Kes 15,900 16,809 19,414 


(U.S. Data) 
Exports to CSSR* mil. $ 73.9 105.4 303.4+187.8 
Imports from CSSR* mil $ 36.6 57.6 50.9- 11.6 
Balance mil. $ +37 .3 +47.8 +252.5+428.2 


*Czechoslovak Socialist Republic 
Sources: Federal Statistical Office Reports and Statistical 
Yearbook of CSSR; U.S. data from Department of Commerce. 
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SUMMARY 


The Czechoslovak economy was hard hit in the first quarter of 
1979 by severe winter weather and never recovered sufficiently 
to meet planned goals. The deteriorating terms of trade and 
substantial increases in energy and raw material imports 
further exacerbated the difficult economic picture. 


Poised on the brink of the 1981-1985 Five-Year Plan, 
Czechoslovak decisionmakers will seek to improve management, 
worker productivity, and decrease raw material inputs in an 
attempt to reduce or eliminate foreign trade deficits and 
maintain standards of living. The mechanisms chosen are a 
reemphasis of central planning, the principle of "Khozraschot," 
and a variety of incentives and disincentives for workers known 
as the "Complex Economic Experiment." 


U.S. exports to Czechoslovakia continue to grow, primarily in 
agricultural commodities. Opportunities exist for U.S. 
manufacturers to increase their market share in a variety of 
products that will assist Czechoslovak goals of energy-saving, 
increased efficiency, and improved exportability. The U.S. 
Embassy's Business Facilitation Center, backed by the 
Departments of State and Commerce, stands ready to assist 
Tast-West traders in all facets of trade promotion and 
development. 


Part A-Current Economic Situation and Trends 


The Czechoslovak economy has been going through a period of 
reassessment. The country's leaders have been reviewing the 
results thus far of the centrally imposed, binding 1976-1980 
economic plan and have been calculating how close the last year 
can bring them toward the 5-year goals. Government planners 
have scaled down the objectives originally intended for 1980 
and are considering how to reorient the economy during the next 
Five-Year Plan. They are introducing some changes in 
Management of the economy and moving toward closer integration 
within the COMECON economic bloc of Eastern European states 
dominated by the USSR. As the planners contend with scarcity 
and the increasing cost of energy, much of it imported, and try 
to adjust to deteriorating terms of trade, they must determine 
whether--or how much--to make Czechoslovak consumers tighten 
their belts. East-West relations also are under review and 
causing preoccupation lest Czechoslovakia get caught by Western 
measures directed against the USSR following i Soviet 
invasion of Afghanistan. 
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A number of achievements have been registered during the 
Five-Year Plan. National income grew 17.2 percent in 1976-79. 
Although this was just four-fifths of what was planned, the 
volume of production grew 21 percent in the 4 years. 
Consumption of some raw materials and principal materials per 
unit of generated national income may have declined somewhat. 
Despite continuing dependence on imported energy sources, 
Czechoslovakia did become more oriented toward domestic 
resources, mainly coal, and the first production of nuclear 
energy. Electricity output amounted to slightly less than 
Planned, as was reflected by a lower rate of economic 
development and austerity measures imposed on consumption of 
power. Progress was made, however, not only toward building 
nuclear power plants, but in manufacturing equipment for them. 
Achievements also occurred in the iron and steel industry, in 
the timber and woodworking industries, and in expansion of 
petrochemical facilities, including the production of plastics, 
synthetic fibers, and fertilizers. The agricultural sector 
also showed some improvement during the Plan period. 


The year 1979 provided a major setback. An unusually severe 
winter threw the economy into chaos. Coal mining was 
suspended, and transportation facilities broke down, forcing 
power plants to cease operation. Production establishments had 
to close for an extensive period, and many were unable to 
recoup lost production despite considerable overtime later on. 


By year's end, the 3.7 percent increase in production volume 
had not only fallen short of plans @.2 percent), but assortment 
and quality failed to meet domestic and foreign requirements. 
Over 20 percent of industrial enterprises failed to meet annual 
production targets. The food-processing, building materials, 
glass, porcelain, and ceramic industries were special 
problems. Steel production fell. 


Overall productivity did not increase as much as wages. 
Results were inadequate in saving, or more effective 
utililzation, of energy, raw materials and semifinished 
products. New investment increased 1.6 percent, an amount 
below plans and below previous years. Aggregate deliveries of 
capital equipment actually exceeded planned deliveries, but 
delays in installation were rampant, work on major projects 
fell 5.4 percent short of target, and the number of unfinished 
projects rose. Deadlines in many cases were stretched out, 
while in other cases deadlines imposed by the Communist Party's 
control commission were met nominally by declaring projects 
open before completion of the prescribed test period or the 
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start of actual production. Allocation of between 35 and 40 
percent of resources in the engineering sector to nuclear 
energy equipment failed to prevent delays in such projects, and 
also hampered achievement of other investment and production 
targets. 


The difficulties in production have hurt the consumer. Meat 
and other foodstuffs have been in short supply, and a diversity 
of items like potatoes, vinegar, matches, shoe polish, onions, 
garlic, and some clothing, for example, have been periodically 
unavailable. Some consumer goods have been diverted from the 
home market into export. Shortages in consumer goods have been 
accompanied by price increases, most notably in the cost of all 
sources of energy, as prices of gasoline, heating oil, diesel 
fuel, and electricity all were increased 50 percent. 


The agricultural sector also suffered in 1979. Poor weather 
caught up with the system of growing crops by fiat without 
adequate regard for climatic conditions or the economics of 
production. The grain harvest fell 2-million tons short of the 
target of 11.2 million tons, and massive imports were needed 
despite excessive cattle slaughtering to meet the 1979 plan. 
Other agricultural objectives also were not met. 


Imports for the agricultural sector contributed to the severe 
deficit that Czechoslovakia suffered in 1979 in hard currency 
trade. At the same time, exports from the engineering sector 
were lagging behind the Plan goals. In the move to alleviate 
this situation, Czechoslovak authorities directe“ an increase 
above the scheduled exports for such hard currency earners as 
consumer goods and some raw materials such as timber. 


During 1979, the Czechoslovaks took out about $500 million in 
new loans to help cover hard currency imports, but this was 
well within their borrowing capability, and their approach 
toward Western money markets remained conservative. 


The Czechoslovak deficit also rose with the COMECON countries, 
which account for an increasing share of the country's trade, 
and thereby limits the potential for more ‘commerce with the 
West. The terms of trade have been deteriorating with the West 
and with the East as well, particularly as prices increase for 
the Soviet oil and natural gas’on-.which Czechoslovakia depends 
for about one-third of its energy needs. 


U.S. exports to Czechoslovakia soared in 1979 to $303.5 
million, a record reached because sales of agricultural 
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products increased four times over 1978 to'$272 million. U.S. 
leaders in this sector were grains, hides, sunflower seeds, fur 
skins, and tobacco. U.S. exports of manufactured goods rose 
also, to $30.9 million, but only because of a sharp increase in 
the small base of U.S. exports of phosphate, chemical 
compounds, and phosphoric acid. Shipments of measuring 
instruments and apparatus also rose slightly, but total sales 
of manufactured goods other than chemical products actually 
declined 21 percent to $19.4 million. 


U.S. imports from Czechoslovakia also declined, dropping 12 
percent in 1979 to $50.9 million. The Czechoslovaks did best 
in leather footwear; glassware; steel wire rods; machinery such 
as weaving machines, machine tools, and offset printing 
presses; canned hams; and hops. Czechoslovakia does not have 
MFN status nor does it have access to credits from the 
Eximbank. Reaching a settlement acceptable to the U.S. 
Congress of the long-standing claims/gold issue could help ease 
strained bilateral relations and brighten trade prospects. 


The situation in 1979 highlighted--and was worsened 
by--structural problems. In the first place, official 
Czechoslovak studies reveal ineffective use of resources. The 
rate of energy consumption in the production process is 50 
percent higher than that in many other industrial conuntries. 
A similar situation exists in regard to consumption of metals 
and other materials such as cement or timber. Second, labor is 
used inefficiently, with an estimated 20 to 30 percent of time 
on the job wasted overall in industry, and the number of 
workers increasing in the processing industry instead of going 
down as is the case in other industrially developed countries. 
Third, a low rate of utilization of basic assets results in 
only 50 percent actual use of production capacities. Fourth, 
the unrealistic price system, heavily subsidized, militates 
against reaching sound investment and production decisions. 
Furthermore, looming above all these problems is the 
Soviet-type command structure, which monopolizes all economic 
activity, treats the economic plan as law, and suffers all the 
Gifficulties that typically plague such a system. 


Plans for 1980-1981 


Czechoslovak authorities are seeking to improve economic 
performance through new measures to improve management and some 
reorientation of development plans. The measures aim to 
improve the quality and efficiency of the production process. 
It has been stressed that an indispensable goal is to change 
the attitudes of managers and workers. A "decisive task" is to 
economize use of basic production factors, including raw 
materials, energy, labor, and investment resources. 
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The measures fall into three broad categories. First will be 
reinforcement of central planning. The Five-Year Plan will be 
reincarnated as the main--and binding--instrument of economic 
Management. Also basic will be long-term target programs for 
integration of individual industries withing the COMECON group 
of countries. To improve the supply system, there will be an 
increase in the number of goods subject to central decision on 
Production and allocation (material balances). Suppliers face 
penalties for non-observance of binding agreements with 
end-users. Greater manipulation of wholesale prices, in 
addition to the new indices, is intended to persuade producers 
to conserve inputs. Investments will be classified as 
"decisive" projects, which will continue to enjoy strong 
central financing, or as "limited investments," which, having 
less priority, will be financed to a greater extent from 
enterprise funds. An enterprise will have no right, however, 
to invest without central permission. 


The second category of measures, known as "Khozraschot” aims to 
invigorate a system of "economic accountability,” intended to 
make enterprises do more toward earning their own way and 
making things work. The impetus will be economic pressure. 
Enterprises will have to depend more on stimulative funds, 
creation of which will require compliance with indices in the 
Plan. Failure to achieve goals will result in penalties that 
will deprive producers of funds targeted for some investment 


needs, social benefit plans, and wages. Lower taxes will help 
producers, but costs also will rise sharply, because prices of 
raw materials are supposed to increase toward reality. 


Wages too will include a stimulative component, 20 percent of 
the total, which can be earned only if all indices are 
fulfilled. Althought the wish is for eventual differentiation 
between individual wage earners, wages may remain fairly 
uniform throughout an entire industry at the outset. 


The third category of measures is directed toward better 
Management control and organization. The plan will be carried 
out at three administrative levels. Branch (industry) 
ministries will have an increased role in:technological 
development, foreign trade, investments, and long-term 
Planning. Economic production units will be formed as the 
basic management link between Ministries and groups of 
enterprises in the same sector. At the next level, production 
enterprises have the responsibility to fulfill production, 
social, and khozraschot goals. 
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Central control commissions will perform a stronger role in 
stimulating compliance with plan objectives. 


The reorientation of the economy is supposed to move from 
extensive, broad development goals to intensive, select 
development. Total investment will proceed at a slower rate, 
but concentrate on key objectives. Short-term goals will 
consist of using limited growth of investment credits to expand 
the chemical and consumer goods industries, further develop the 
fuel (mostly coal) and power industries, and expand housing 
construction and automotive and truck production. Foreign 
exchange is being earmarked mostly for machinery and technology 
essential for these objectives, and also for grain imports. 


Looking into the next period, the Czechoslovaks are formulating 
a Five-Year Plan that will give most emphasis to energy needs, 
utilization of domestic resources, and expansion of exports. 
In the energy sector, construction of nuclear power facilities. 
and manufacturing of equipment will continue to require 
substantial investment. Extraction of coal, a deteriorating 
but still abundant natural resource, will also receive strong 
funding. Despite the stress on the areas of development, 
however, Czechoslovakia faces tight energy supplies that will 
restrain development. Both the nuclear and the coal-mining 
programs have fallen behind schedule and energy conservation 
efforts have had but limited results thus far. Annual 
deliveries of Soviet oil, which provide most of 
Czechoslovakia's needs, are slated to remain at the 1980 level 
of 18.8 million tons under the trade agreement for exchange of 
goods between the two countries. Thus scarce hard currency 
would be needed to import above that level. 


Accompanying the effort to expand energy sources will be 
greater attention to conservation of energy. As one important 
element, the Czechoslovaks would like to develop their 
electronics capabililty, particularly microprocessors, and they 
have become participants in a new long-term COMECON program 
initiated in June 1980 for further integration of computer 
production. 


Although Czechoslovakia has limited natural resources, both the 
woodworking and the ceramics industries hold possibilities for 
Gevelopment and will receive funding. In the agricultural 
sector, attempts will continue to expand domestic fodder 
supplies and reduce, or at least limit, imports. 
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Although the Czechoslovak consumer is being cautioned not to. 
expect rapid improvement in the domestic situation, some 
consumer goocs industries are being expanded as a part of the 


export drive. Some additional attention to packaging may occur 
for the same reason. 


Early 1980 results suggest that many goals are being met, but 
216 enterprises are below production targets, the key 
engineering sector remains in some trouble, major construction 
projects are behind schedule, and export performance is 
Gisappointing. As planners devote attention to meeting the 
trade and industrial integration targets of the COMECON 
countries, they will have to work increasingly hard to earn the 
convertible currency Czechoslovakia needs to maintain its level 
of trade with developed countries. 


Part B-Implications for the United States 


Czechoslovak planners are studying closely the basic elements 
of the next Pive-Year Plan in an effort to invigorate industry 
and carry out structural improvements. To the extent that U.S. 
firms can contribute to the GOC goals of improved quality, 
efficiency, energy conservation, and export performance, they 
will find that this is the time to familiarize manufacturers 
and planners with U.S. products. 


The best prospects include energy-saving devices such as power 
transmission and distribution equipment, waste-heat recovery 
systems, climate-control systems, thyristor motors, demand 
regulators, and new insulation technology. Equipment to 
improve coal and lignite mining is also needed, both for 
underground and surface extraction. A major GOC thrust will be 
in the field of micro-electronics, particularly semiconductor 
devices for consumer durables. To exploit the large areas of 
timber in the country, sawmills and other woodworking equipment 
may be imported from the West. 


The chemical industry has completed its period of extensive 
growth, and it will now concentrate on intensive development. 
Value-added technology for extracting products from ethylene, 
propylene, and other petroleum-based chemicals will be of 
interest, as will process controls to improve efficiency of 
feedstock utilization. Reinforced plastics will also be given 
a boost during the next Five-Year Plan, particularly for 
automotive applications. 


A new automobile is planned for the 1980's, with selective 
imports from the West a possibility. The Czechoslovaks are 
currently seeking licenses'for front-wheel drivetrains and 
McPherson strut suspensions, as. well as automotive electronics. 
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Indeed, a major effort will be undertaken to purchase licenses 
for new technology in all sectors, and to diminish, to the 
fullest. extent possible, the import of finished or semifinished 
products. 


Grain storage and handling equipment, particularly fodder 
dryers requiring low energy inputs, are bound to attract 
attention in Czechoslovakia, as a major effort is undertaken to 
save the maximum amount of indigenous grain and to decrease 
hard-currency imports. 


Finally, the ceramics industry may seek new technology to boost 
productivity and thus export greater amounts of products for 
hard currency. 


Conclusion 


A key to sales promotion in Czechoslovakia is to demonstrate 
that the U.S. product or process being offered is the latest 
technology will contribute to Plan goals and will result in 
increased export earnings and energy savings. U.S. firms will 
find their Czechoslovak contacts more receptive if performance 
data can be provided that conclusively demonstrate that 
imported equipment will pay for itself within 3 years. In the 
face of stiff and entrenched Western competition, U.S. firms 
should also be prepared to discuss a variety of payment terms, 


including but not limited to seller financing, countertrade, 
buy-back, and joint production for third markets. Such 
proposals are particularly important for Czechoslovak 
enterprises that are short of hard currency.. 


New-to-market U.S. firms will find it useful to contact the 
office of East-West Country. Affairs, International Trade 
Administration, U.S. Department of Commerce for additional 
details. In addition, the U.S. Embassy in Prague has a small 
Business Facilitation Center which can be contacted for such 
purposes as arranging appointments, staging product 
presentations, and other services useful for the East-West 
trading community. Orgdnized trade-promotion events include 
the U.S. exhibit at the Brno Engineering Fair each September 
and a variety of technical sales seminars on topical themes. 


% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/383 








LOOKING FOR A GOOD 


market 


research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, community, commercial, or 
economic conditions in more than 100 coun- 
tries. 

Included is all in-depth market research 
performed by Commerce's Export Develop- 
ment offices in support of the Department's 
trade promotion programs. 

About 50 reports, sent to Washington by 
U.S. Embassies and Consulates abroad, 
are received and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
U.S. Department of Commerce 

5285 Port Royal Road, 

Springfield, Virginia 22161 

Telephone: (703) 487-4630 


or your nearest 
U.S. Department of 
Commerce District Office 


or 
International Trade Administration 
Export Communications—Room 4009 
Attn: FMR index 

U.S. Department of Commerce 
Washington, D.C. 20230 

Telephone: (202) 377-2373 





